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PROCEEDINGS
AT A

Meeting held December 6, 1913, to Discuss

The "Federal Income Tax"
The Pending "Currency

Bill"

AND THE

"National Budget"
AT THE OFFICES OF

HARVEY S. CHASE & COMPANY
Certified Public Accountants

Riggs Building, 15th and G Sts. N.W.
WASHINGTON, D. C.

PROCEEDINGS

December 6, 1913
4.30 to 7 PM.
After an informal reception, a simple collation, and a friendly
"housewarming" in the new offices of the firm of Harvey S. Chase
& Company, Certified Public Accountants, who were opening a
Washington branch of their main business in Boston, Massachusetts.
Mr. Chase introduced to the assemblage, Robert H. Montgomery,
Esq., C. P. A., of New York City, President of the American Association of Public Accountants, who spoke upon the "Federal Income
Tax," giving especial attention to the present conditions surrounding
income taxation in Europe and in various states of this country.
Mr. Montgomery also elaborated his remarks considerably regarding
various features of the new Federal Income Tax from an accounting
standpoint and at the end of his talk, answered a number of questions,
asked by those present, concerning various Features of the tax and in
relation to the Treasury regulations concerning its enforcement.

OUTLINE OF ADDRESS
OF
ROBERT H. MONTGOMERY
President of the American Association of Public Accountants
ON

The "Income Tax Law"
In order to have a proper perspective of the present law, it is advisable to consider previous legislation in other countries, in the
United States, and in the separate states.
OTHER COUNTRIES
At the present time, income tax laws are enforced in Great Britain,
Germany, Austria-Hungary, Switzerland, Italy, Spain, Japan, and
various colonies. The first act that might be termed an income tax
law is found in the laws of the Italian cities in the 15th century.
With the fall of these cities no reappearance of the income tax is
found in any of the European countries until the 17th century.
FRANCE
The first income tax law in France was passed in 1697 and was
enforced until the Revolution of 1790. There is no income tax law in
France at the present time, but one is pending and will probably be
passed in the near future.
ENGLAND
The first income tax law in England was passed as a war measure
in 1799. It was repealed in 1802 when they thought the war was
over, but was reenacted on the reopening of the war in 1803. It is interesting to note that in England, where the customs and habits of
the people are more like our own than in any other foreign country,
the first income tax was submitted to only as a war measure and was
promptly repealed when such purposes could no longer be avowed
for its continuance. The law of 1803 remained in force until 1816,
and no new law was passed until 1842. Important amendments and
changes in policy of the English law were passed in 1907 and 1910.
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In the former year appeared the policy of differentiation, the object
being to distinguish between earned and unearned incomes.
The
theory was that incomes from property and investments should be
taxed at a higher rate than the incomes from salaries and similar
earnings. In 1910 the policy of graduation was definitely adopted as
part of the English system. The maximum exception, viz: 160 pounds
sterling, was comparatively low, the tax on incomes between 160
pounds and 2,000 pounds being nearly two per cent, practically double
the tax under our present law. Between two and three thousand
pounds the tax is one shilling on the pound, and above three thousand
the tax is one shilling, two pence, between five and six per cent. The
British law gives very careful consideration to the convenience of
taxpayers and is made as little burdensome as possible. It is believed
that the majority of those subject to the law pay it. It is particularly
equitable with respect to its application to the profits derived from
business enterprises, as profits derived from several years are averaged.
GERMANY
In 1812 a rather burdensome law was passed in Prussia, a tax of
five per cent being levied on an income of 300 thalers. This law was
repealed in 1813. In 1820 a new law was enacted. In 1850 laws were
passed in some of the German principalities, and, in 1891, the whole
subject received new attention and the present law was enacted.
There is a minimum exemption of 900 marks. Above this there are
75 grades of income, the maximum tax rising to five per cent, in
addition to other local income taxes running from ten to thirteen per
cent, and taxes on the net profits of business, thus levying additional
taxes and compelling the taxpayer to pay double or triplicate taxes
on the same income.
ITALY
The present law attempts to have the tax collected at the source
and differentiates between incomes from land and other investments
and earned incomes such as salaries. The rate goes up to twenty
per cent and is practically a failure, as it is practically confiscatory
and is therefore evaded. Furthermore, the function of collecting the
taxes is let out at public auction to the highest bidder, and this, in
itself, increases the difficulty of collecting.
AUSTRIA
In this country the law is somewhat unpopular and therefore difficult of collection and unremunerative.
6

UNITED
1.

STATES

STATES

In the years 1673 and 1684, laws were passed in Rhode Island and
New Jersey respectively on profits and in 1777 a somewhat similar
law was passed in Massachusetts. The law spread to other New
England states and was chiefly on the incomes of professional men.
In 1844 an income tax law was passed in Pennsylvania, exemption
being $200 only. The law was generally evaded and was repealed in
1871. Other state laws have been passed from time to time similar
to these, some of which have been repealed subsequently, none of them
resulting in the collection of any material revenue. In 1899 the income tax law in Louisiana yielded $104. At the present time income
tax laws are enforced in Virginia, North Carolina, South Carolina,
Oklahoma, and Wisconsin. In the latter state the law is drastic and
its working out will be followed with much interest.
2.

FEDERAL T A X E S

The first federal laws were passed in 1861 and 1864, commencing
with a tax of five per cent on incomes above $500, and ending with
ten per cent on incomes above $10,000.
These laws yielded large
revenues. In 1894 the law which was finally declared unconstitutional
was passed, the t a x being two per cent on incomes above $4,000.
L A W O F 1913
In discussing the present law in the light of the experience of this
and other countries, we can properly consider the subject under the
heads of the attitude of the Federal Government, the attitude of the
public, and the attitude of the professional public accountant.
T H E ATTITUDE OF T H E

GOVERNMENT

It is apparent that the framers of the law and those charged with
its administration have endeavored as far as possible to make the law
and the regulations thereunder clear and easily understood and they
have also attempted to make the observance of the law reasonably
convenient for the taxpayers. In many respects, these good intentions have not borne fruit; the law is not as clear as it might b e ; it
imposes some burdens on the taxpayer which are unnecessary, inconvenient and expensive, but I can say with confidence as the official
representative of the public accountants of this country, that those
charged with the administration of the law are in close sympathy with
such amendments and reasonable regulations as will correct unforeseen, ordinary imperfections which are necessary incidents t o legis-
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lation of so complicated a nature. Whenever and wherever possible,
the accountants have offered their services and advice to the framers
of the law and to those who are now preparing the regulations. We
have been kindly received and our suggestions have had courteous
consideration. It is our hope that as our experience develops among
taxpayers and as we ascertain definitely the imperfections and inconveniences of the law and the regulations, that proper consideration
will be given to our further communications to the officers of the
Government with respect to proposed changes. It is obvious that the
Government should highly regard the convenience and expense of the
taxpayers with respect to their returns where no matter of principle
is involved. If this course is not pursued, the Government will inevitably be the loser and this is unnecessary- because any law or regulations which call for accurate returns, perhaps at a time when it is
inconvenient or impossible for accurate returns to be compiled, will
of course receive reports which do not tell the full truth and, as an
opportunity of guessing is given to the taxpayer, he naturally makes
his guess favorable to himself and thus the Government is deprived
of legitimate income. Now that corporations can make their returns
as to their own fiscal years instead of calendar years, returns from
corporations will be more accurate than they were under the "corporation tax law" and just as soon as a similar privilege is extended to
individuals and firms the Government will similarly benefit.
The
accountants are willing to stake their professional reputations for accuracy and integrity in connection with the returns for which they
are responsible. It will be their duty, wherever they are charged with
the preparation of returns for clients to see to it that the Government
gets all it is entitled to. This is an extremely important matter to the
Government, and it should encourage, in every way possible, the
supervision of taxpayers' returns by professional accountants.
ATTITUDE OF THE PUBLIC
Strange as it may seem, the people of this country are prepared and
willing to pay a heavy income tax. For years there has been a general feeling that it was inevitable, so that most possible taxpayers
are reconciled to it. But they want a law which is clear and they
want to be put to as little inconvenience and expense as possible in
compiling the returns and paying the tax. Stamp taxes have been
more popular than others because they are easily paid. In New York
an enormous tax on stock transfers is paid—almost willingly, chiefly
because it is simple and involves no bother at all.
The present requirements that the owner of a coupon who does
not claim exemption must nevertheless sign a certificate is burdensome and not understood. If possible, the Government should find
8

some other way to secure the names of possible taxpayers. In England where most bonds are registered they do not have the mixup we
are having.
The public will need assistance. It is important to the Government
that aid should not be sought from so-called tax experts, who now
earn a living through cheating the state and municipal governments
out of taxes actually due. The laws are so complicated and the
returns so involved that the ordinary business man is hopelessly confused and when one of these "experts" offers to help for a fee of
one-half what he saves it is obvious that the Government loses.
The New York city personal tax is levied as of October 1st, the
state tax on capital stock November 1st and the corporation tax was
January 1st. Naturally in many cases the figures required for these
reports must be estimated, and multiplicity of returns at inconvenient
times of the year simply wears out the patience of the taxpayer, no
matter how honest his intentions may have been.
Consideration for the convenience of the taxpayer is of more
importance to the Government than to the taxpayer.

After the discussion on Mr. Montgomery's address, Mr. Chase
explained that Joseph French Johnson, Esq., Dean of the School of
Commerce, Accounts, and Finance of New York University, had telegraphed that his physician had vetoed his coming to Washington, on
account of a severe attack of the grippe.
Dean Johnson's enforced absence is explained by the following
letter:
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N E W YORK

UNIVERSITY

S C H O O L OF
COMMERCE
A C C O U N T S AND FINANCE
NEW YORK CITY
3 2 WAVERLY PLACE

JOSEPH FRENCH JOHNSON. DEAN

December

4, 1913.

Mr. Harvey S. Chase,
Riggs
Building,
Washington, D. C.
Dear Mr.

Chase:

I have been given by the grace of God an opportunity to prove
that I am superior to the grippe, and am still in my room massing the
evidence and pushing the fight. Of course, if I do not overcome the
enemy by tomorrow night I shall be unable to leave this battlefield and
join you late Saturday afternoon.
It will be a source of great grief
to me if I am obliged to stay here Saturday when I should so much
rather be with you.
In order that you personally may not be in complete
darkness
with regard to the currency question (!) I send you a copy of some remarks which I made before the Economic Club of New York a few
weeks ago. Messrs. Owen and Glass were both there, and they were
unanimous in their opinion that my ideas on the Owen-Glass Bill were
exceedingly
rotten.
I would not publicly question their
judgment,
but confidentially I can assure you that my ideas of that bill are so
near the truth that they stand no chance of acceptance at the present
time!
Sincerely
yours,
Jos.
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FRENCH JOHNSON.

Mr. Chase then took up the third subject on the program—the
"National Budget"—and called attention to the large charts on the
walls.
T H E NATIONAL BUDGET
A N ADDRESS DELIVERED DECEMBER 6,

1913

by
Harvey S. Chase, Certified Public Accountant, Riggs Building,
Washington, D. C, and India Building, Boston, Mass.
The "Annual Report on the Finances" by the Secretary of the
Treasury was issued to Congress three days ago. In this report the
"Estimates" of revenue and of expenditure for the coming fiscal year,
which begins July 1st next, amount to very large sums. The estimates for appropriations of all kinds including the postal service, the
Panama Canal, the sinking fund, the reclamation fund, the Indian
and other trust funds, etc., amount to $1,108,681,777. These are the
figures we see quoted in the newspaper headlines. They are, however, seriously misleading unless careful attention is given to them,—
as has been given in the Secretary's annual report.
In the first place this total includes "the provisions for the sinking
fund"—$60,717,000.* This provision is based on requirements of law
that one per cent of the public debt shall be laid aside each year as a
"sinking fund" to retire the debt. Therefore, duly each year sixty
millions or more in figures are entered in the big account-books of
the nation, as an increase of the "sinking fund," but at the same time
a corresponding entry is made on the other side of the ledger exactly
equalizing it.
No money, or securities, or assets of any tangible
nature are ever set aside in a true "fund." In other words the entry
is solely a "bookkeeping" one, without corresponding value in fact.
The amount really has no place in these estimates, if we wish to know
what the actual expenditures of the Government are likely to be.
Deducting this "sinking fund" amount, the total remaining estimates
stand at $1,047,964,777. This remainder includes the Panama Canal
estimates, which amount to $26,326,985 and which may be paid from
*This amount includes not only one per cent ($11,691,277 for 1913) of the
outstanding debt, but also an allowance for interest ($48,956,520 for 1913) on the
grand total of all redemptions prior to 1913. With these additions the "sinking
fund balance" at the close of the last fiscal year, June 30, 1913, had reached the
astonishing total of $869,885,041, which is, as stated above, wholly illusory and
fictitious.
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bonds if found advisable to do so. They are extraordinary in character; are "capital outlays" and should be deducted also, as is done
on page 27 of the Secretary's report. The postal service expenditure,
$306,953,117, is included in the above total, also the reclamation fund
and many trust or special accounts which are provided for from special
revenues. Many of these trust funds are highly intricate and complicated accounts and it has been the custom of the Government for
many years to handle them, not as "trusts," but as ordinary revenues
and expenditures, meanwhile keeping accurate book-account of each
trust, but not attempting to separate the money or securities belonging;
to each. This has appeared to be the only practicable way to handle
these accounts heretofore, although it has long been acknowledged
that the custom was open to serious objection, particularly when it is
desired to set forth a correct budgetary statement of the Government's
finances as a whole. It is at present impracticable to separate these
trust moneys from the actual revenues of the Government itself and
therefore an absolutely true picture of the National Budget cannot
yet be drawn.
We can approximate it, however, within reasonable limits. Deducting, now, the Panama Canal and the postal service estimates, the
remainder of the proposed expenditures for 1914-15 stands at $714,684,675. From this sum the Secretary's report deducts $12,684,675
more, for the stated reason that a considerable part of the estimates
for "public works" will not be expended during the year but will be
expended in later years. No mention is made, however, of similar
public works of previous years which may be continued this year and,
if so, must be paid out of this year's revenue.
This fault, if it be a fault, is a matter of no material significance
because the estimates, both of revenue and of expenditure, as now
made, will be very considerably altered in the next annual report—if
experience is a guide—and the final actualities of any fiscal year will
be found quite different from the estimates which have been made
in previous years in prophecy of the year under consideration.
I have prepared some figures on previous years for comparison
with 1914-15 and find the following interesting results: Taking the
fiscal year which ended June 30, 1913—the subject of the Secretary's
present report—I find that the actual revenue (ordinary) is given as
$724,111,000, round figures; while the estimate of this revenue made
by the Treasury in 1912 (for 1913) was $711,000,000; and the estimate
of this same revenue made the year before, in 1911 (for 1913), was
$667,000,000. The first (actual) is greater than the second by about
two per cent, while the first (actual) is greater than the third by about
eight and a half per cent, or fifty-seven millions of dollars, which
represents the increase of actual revenue collected in 1912-13 over
the estimate of that revenue made in 1910-11.
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I have also compared the fiscal year 1911-12 on the same basis.
The actual revenue was $691,778,000, round figures. T h e estimate of
it in 1911 was $666,000,000, and the estimate of it in 1910 was $680,000,000—again a difference of four per cent, and one and two-thirds
per cent, respectively. These results, you see, are pretty good guesses
on the whole and the chief guesser in one of the divisions of the
Treasury Department deserves much credit. H o w he will come out
next year, when the tremendous changes in revenue—caused by the
new tariff, the new corporation tax and the new income tax—are all
at work, remains to be disclosed.
So much for the estimates on the revenue side of the "budget."
Now, for the other side—the expenditures. W e have seen that the
total ordinary expenditures—which include capital outlays of probably
$175,000,000 or more for lands, buildings, equipments, stores, etc.—
are estimated at about $715,000,000 for 1914-15, while the ordinary
revenues are estimated at $728,000,000, subject to variation of from
two to eight per cent, according to recent years' experience.
I have compared the actual expenditure for 1913 (June 30th) with
the estimates of that expenditure made in 1912 and in 191.1 and they
differ by twelve millions and forty-five millions respectively. F o r
the fiscal year 1912 the expenditure estimates differed from the actual
by less than one million and by twenty-four millions respectively,
which are small percentages of the grand total.
F o r the current fiscal year—ending June 30, 1914—the estimates
made in 1912 and in 1913 vary widely. The revenue estimate made
last calendar year (1912) for this fiscal year (1914) was $710,000,000;
while the estimate for the same made this year (1913) is $736,000,000,
a difference of twenty-six millions. On the expenditure side, the
estimate of 1914 made in 1912 was $732,556,000, while as made in 1913
it is $701,900,000. These differences when added together make a total
difference of about fifty-five million dollars in the results of the
fiscal transactions as estimated, and they change an expected deficit of
$22,556,000, for 1914 (made in 1912), into an expected surplus of
$34,100,000 for 1914, as made now. All of which goes to show how
difficult it is to calculate or guess correctly concerning the revenues
and the expenditures of such huge governmental machinery as our
nation now comprises.

Finances

at the beginning

of the Nation,

1789

Few statements are more surprising, indeed bewildering, than those
drawn from comparisons of national financial transactions at the
beginning of our Government in 1789, with the present figures in this
recent report of Secretary McAdoo. T h e earliest budgetary statement of our Government was submitted by Alexander Hamilton, the
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first Secretary of the Treasury, on January 9, 1790, in a report to
the House of Representatives, entitled "A Report on Public Credit."
This report included a "General Estimate for the Services of the
Current Year," as follows:
FIRST BUDGET STATEMENT
Estimate of Expenditure:
Civil List
War Department
Military Pensions

$254,892.73
155,537.72
96,979.72

Total

$507,410.17

"Provisions for the foreign department and other arrangements"
600,000.00
Included in the "civil list" above are the "requirements for the
Treasury Department"—$25,900; of which the Secretary's salary is
stated as $3,500, and that of the "Assistant of the Secretary," $1,500.
THE SECOND BUDGET STATEMENT
On January 2, 1795, Secretary Hamilton submitted a report to the
House entitled "Public Credit, No. 2'' and in this he gives a "Comparative View of Annual Credit, Revenue and Expenditure" based on the
actual receipts for the year 1793, together with estimated additional
revenues for 1795, viz:
"CURRENT REVENUE"

"Total permanent revenue"
"Temporary revenue" (special duties, etc.)
Total

$4,692,673.83
1,859,626.91
$6,552,300.74

"CURRENT EXPENDITURE"

Interest on foreign and domestic debts
Expenses of civil department
Expenses of military department
Pensions
'.
Expenses of naval department
Expenses of lighthouses, etc
Total

$3,143,753.18
475,249.53
1,311,975.29
85,357.04
441,508.80
24,000.00
$5,481,843.84
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Excess of revenue beyond expenditure

$1,070,456.90

This excess he proposed to use:
For sinking funds
For yearly installments on foreign loans
For increased interest and arrears

608,134.64
200,000.00
120,130.12

Total

$928,264.76

Leaving a net excess of revenue

$142,192.14

THE THIRD BUDGET STATEMENT
This was prepared by Albert Gallatin, Secretary of the Treasury,
under an Act approved May 10, 1800. The requirements of this Act
have continued to this day, and the Treasury's "Annual Report on the
Finances" has followed the original form laid down by Gallatin in
1801. His estimates of revenue and of expenditure for the fiscal year
(1802) were as follows:

"REPORT ON THE FINANCES'"

Dated December 18, 1801,
By Albert Gallatin, Secretary of the Treasury.

ESTIMATES FOR 1802

Current Revenue
Duties
Internal duties
Proceeds of sales of public lands
Duties on postage

$9,500,000.00
650,000.00
400,000.00
50,000.00
$10,600,000.00
3,000,000.00

"Temporary revenues"

$13,600,000.00
15

Current Expenditure
Estimates for Appropriations (other than debt), viz:
Civil
$ 780,000.00
Intercourse with foreign nations
200,000.00
Military establishment
1,420,000.00
Navy Department
1,100,000.00
Total
Demands of treaties with Great Britain and France

$3,500,000.00
3,000,000.00
$6,500,000.00

Excess of revenue "available for payment of interest and
reduction of debt"
$7,100,000.00
Savings of expenses by effected reductions from war prices
200,000.00
Total available for debt purposes
$7,300,000.00
Interest and annual payments on Holland debt, etc., as
estimated
$7,100,000.00
$200,000.00

Final surplus (if "savings" are correct)

Comparison of Appropriations of 1790 with those of 1914-15
APPROPRIATIONS

1790.
$1,413,403.23
1,453,549.15
96,979.72
194,744.72
(2)
203,167.28

Interest on Debt
Reduction of Debt
Pensions
Military
Naval
Congress, Legislative
Executive
Judicial

"Civil List"
Agriculture
Library and Garden
Ministers abroad
Indian Affairs
Public Works
"Permanent Annual," other than
Indians, sinking fund and interest
Lighthouses
Census
Miscellaneous
Totals

1914-15.
$ 22,900,000.00
(1)
169,150,000.00
105,937,544.26
139,831,953.53
(3)
6,814,772.75
(4) 29,035,518.20
1,242,110.00

234,091.86

80,000.00
20,000.00
(8)

(5)
(6)
(7)
(9)

(10)
49,252.52
21,850.00
78,485.20

(11)

19,061,332.00
718,558.75
4,447,042.66
17,608,865.06
69,955,107.53

40,179,407.00
1,699,530.00
1,709,720.00
84,393,213.28

$3,845,523.68 (12) $714,684,675.02
16

(1)
(2)
(3)
(4)
(5)
(6)
(7)
(8)
(9)
(10)
(11)
(12)

"Sinking F u n d " omitted, as it is merely a book account of no
actual value.
"Naval" of 1789 was included in "military."
Legislative, 1915, exclusive of Congressional Library and
Botanic Garden.
Omitting "Census" and portion of "Lighthouses" (below).
Usually included with Legislative as they are under control of
Congress.
"Foreign Intercourse."
Including "Indian trust funds," "proceeds of labor," etc.
Included in "Civil list" and in "Military."
Excluding "Lighthouses," given below.
Excluding "Indian trust funds," etc.; also sinking fund and
interest.
Includes much which should be included in "civil list," military,
etc., above.
Excluding P a n a m a Canal, postal service and sinking fund.

T h e totals are startling in their differences; 1790 being only a little
over one-half of one per cent of the total for 1914-15.

Comparison

of 1802 with 1915

Ordinary estimates of expenditure by Albert Gallatin for
the year 1802
$3,584,147.18
Estimates for interest and debt payments
7,100,000.00
Special expenditure in fulfilling treaties
3,000,000.00
Total for 1802
Total for 1914-15, as exhibited above

$13,684,147.18
$714,684,675.02

A R E A L "BUDGET"

The United States Government has never had a real budgetary
statement of its prospective expenditures and revenues in detail. It
has had rough estimates of its revenues and very detailed estimates
of its expenditures, but these have never been presented to Congress
by the Secretary of the Treasury or by the President in the form of
a true budget. T h e reasons for this are many and complicated. One
important reason being that our revenue laws heretofore have looked
to the "protection" of manufacturing and industry rather than to
17

revenue requirements solely. Now that our tariff laws have been
reduced and we have embarked upon the troubled sea of direct income
taxation, the necessity for true budget procedure will become more
and more emphatic with each year.
It is time, therefore, to get a clear understanding of what "budget
procedure" is and to comprehend how it must be applied in our Government's finances. T o make these difficult matters as plain as I am
able to make them, I refer to the inserted table of the estimates for
the current year, which ends June 30th next.
Please note the total of Estimates as shown in column " I " of this
table, classified by appropriation bills, such as "Sundry Civil," "Army,"
etc. This total is $1,110,000,000 in round figures. The total of each of
the other columns II, I I I and IV, is the same sum.
Please note
these other columns and compare them with " I " in detail. You should
recognize the contrast between the amounts under the appropriation
bills in " I " and the same totals analyzed differently in "IV." Look
closely at " I V " and note the contrast between "military functions"
$452,000,000 (including naval and pensions) and "civil functions"
(omitting postal service)—about $207,000,000.
This contrast—"military" about two and a quarter times as much
as "civil"—is sufficiently surprising, but there are still other factors.
W e may consider that the expenditures under the head of "general
functions" apply to both civil and military and that they correspond
to "overhead" or "general management expense and fixed charges" in
a business enterprise. A considerable part of these "general function"
expenses are due to public debts contracted for military and naval
requirements heretofore, so that the true charge to "military," as
against "civil," should be increased by thirteen millions for interest and
by thirty-seven millions or more for real sinking funds, supposing that
the debts are to be actually paid at maturity. Charging these to military,
the remaining costs of "overhead" may be considered as applying
equally to civil and to military—one-half to each—or about fifty millions more to be added to military costs in this country (always including "naval" and "pensions").
The grand total of all these
military items is about five hundred and fifty millions of dollars
per annum, and this is for military expenditures in a time of peace. In
other words, out of a grand total estimate of about eight hundred million dollars* for all expenditure of the current year (excluding postal
service and Panama Canal, but including true "sinking funds") the
requirements for military purposes, past and present, amounted to
about seventy per cent or $550,000,000.
The mere announcement of these figures is sufficient to arrest the
attention of every intelligent man, or woman, in the country. Such
*Reduced in the new estimate for 1914, made recently, by about thirty millions of dollars, or to $770,000,000—including sinking fund, $60,000,000.
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figures cannot be unearthed by a simple reading of our present appropriation bills or from our present method of stating our Government
accounts in the annual reports of the Treasury or elsewhere. They
can be found only by careful analysis and re-analysis of the proposed
expenditures, separating civil matters from military matters and finally
aggregating the totals. When this is done, a reasonably accurate picture of our financial requirements and of the various purposes for
which expenditures are proposed, can be had. This result is one of
the important results which will flow from the adoption of real budgetary analyses and statements for the Government as a whole; as
well as for each department and division of it in detail.
It is evident that the public ought to be provided with such analyses;
that Congress should have them; that the President and the executive
departments need them most of all. No general financial policy can
be intelligently entered upon—either for raising revenue or for making
appropriations—until the details of preparing and aggregating estimates are planned in this manner and correctly segregated as to purposes, or functions of government. When this is done regularly, and
when sufficient time has elapsed for safe comparisons with the experiences of prior years to be drawn, then the President of this Republic,
when he reports to Congress upon the "State of the Union," will be
enabled to foresee with reasonable accuracy what revenue will be available and to conclude how this revenue should best be expended. He
must give due prominence to fixed charges which cannot be avoided;
such as interest, trust funds, provision for public debt redemption, etc.
Having allowed for all these permanent charges and for other unavoidable expenditure, the Executive might then recommend to Congress and the people how, in his judgment, the remaining revenue
should be expended most advantageously, and in what general proportions this remaining balance of revenue should be divided between
the functions of government, up to that point unprovided for. Here
he could well discuss at some length the advisability of spending more
for some purposes, like promotion of agriculture or commerce or
education, while emphasizing the necessity for retrenchment in other
expenditures, if a deficit of revenue is not to be faced. Then, if it is
evident that the revenues, as estimated, will not provide for the expenditures which are deemed unavoidable or necessary, the Executive
would point out what this deficiency of revenue is likely to be and
would call the attention of Congress to the importance of finding
new sources of revenue to meet these conditions.
By such means students of government and the intelligent public
would promptly come to understand the financial conditions of the
nation; and then questions relating to revenue, as well as to expenditure, would assume their rightful importance and have a most salutary
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effect upon the average citizen, as well as upon our law-making and
our executive departments.
If this diagnosis is correct, we may well wish that the day of the
true budget will soon dawn.
Discussion
Various questions regarding the budget were asked by those present and Mr. C. O. Lobeck, Member of Congress from Omaha, gave
an interesting talk on the Congressional view of a "budget." These
remarks were not taken down in shorthand, unfortunately, and therefore cannot be set forth here. In lieu of the actual discussion, another
discussion on the same subject in which Mr. Chase took part is interpolated here.
Question by a MEMBER: DO you mean to say the appropriation for
legislative, executive and judicial is not divided at all?
Mr. CHASE: Oh, yes, it is divided in very great detail in the bill
itself, and we have subsidiary schedules of each of these items, running down to the expenditure of the smallest amount. In fact the
summary was built up out of items from the smallest offices, which
were accumulated in 25,000 sheets. Every unit of organization of
the Government prepared, by Executive order, a statement of its estimate of the expenditures necessary for the ensuing fiscal year, under
each of these four classifications.
The MEMBER: Yes, but that was under this new arrangement.
What has been the custom before this new classification was made?
In appropriations, as passed generally by the Government, are those
three large items put together in the Act without any detail?
Mr. CHASE: In the Act they are in very great detail. The "book
of estimates" of the United States Government is a volume two inches
thick and twelve inches square, and in it are all of the estimates upon
which the acts of appropriation are based.
The MEMBER : And then those appropriations are put together
and passed in this form?
Mr. CHASE: Yes. This is merely a summary of the acts of appropriation; what is called the "Digest of Appropriations" is a book equal
in size to the Estimates.
Another MEMBER: Mr. Chase, in what way can a committee of
Congress tell, how can they tell except by comparison with the previous
year, whether a department is asking for more than it is really entitled to?
Mr. CHASE: Such a comparison would be the first step. The way
in which the appropriation committees actually determine is by calling
the heads of departments and their subordinates before them, and
putting these executives "on the grill." The committees go into these
20

matters very exhaustively, asking why and for what purpose and for
what reasons the increases, if there are such, are required. This is
the basis on which the appropriations of Congress are now made, a
personal basis. It is very thoroughly done, and it is the fear of loss
of this control that Congress is, naturally, somewhat jealous about.
The members do not wish to have their control interfered with, and
they ought not to have it interfered with, until they be given a better
method.
The MEMBER: Would that be changed under the new plan?
Mr. CHASE: NO, it would not be changed, except to this extent:
The new plan proposes that there shall be in the executive and in the
legislative branch of the Government provisions for a central authority
which shall pass upon the appropriations as a whole; that, in the first
place, the Executive shall formulate a general plan, and, having determined what can be raised as revenue, shall then suggest what, in his
opinion, would be advisable in dividing the total amount among the
different purposes for which the money should be spent.
The MEMBER : What body, or individual, would have that authority ?
Mr. CHASE: It is proposed to establish a new "central administrative division," which shall be directly under the President and be a
part of the executive office, which shall take from the Treasury the
accounting, auditing and investigating features, which are now elements
of that department, and establish them in this new central board. One
reason, among others, for this is that now the Department of the
Treasury, in theory, has authority over other departments, which it
ought not to have and which it cannot exercise, as such control ought
to be exercised, without awakening jealousy and interfering greatly
with the harmonious progress of all departments. No head of a department desires the head of another department to come in and investigate his office, but no Secretary would make serious objection to an
investigation by the President or by his immediate representatives.
A MEMBER: Is it intended that this executive head shall appear
on the floor in support of the budget?
Mr. CHASE: No; that goes beyond any step that has been considered. That would be more a political matter than an economic
matter. It appears to be the view, however, of some of the leaders of
the Democratic party at the present time that it would be advisable to
have Cabinet officers have the right to be heard in the Senate.
The MEMBER: In support of their departments?
Mr. CHASE: Yes, and to answer questions in behalf of each department; to be subject to "quizzing." Personally, I think it would
be a good thing, but no recommendation has been made in regard
to it.
Another MEMBER: I suppose that would concern more particularly
the House?
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Mr. CHASE:

Yes, it might.

Another MEMBER: DO I understand now that, under the present
system, the Secretary of the Treasury audits the bills as well as
pays them?
Mr. CHASE: He does. The auditing force of the Government is a
subdivision of the Treasury. There is an auditor for War, and an
auditor for the Navy, and auditors for the State and for other departments, but these are all offices of the Treasury. They audit the
accounts of the disbursing officers, of whom there are about 3,000 in
the Government.
The MEMBER : Would this new board take that auditing out of
the Treasury Department?
Mr. CHASE: It would, and bring it into this new centralized auditing and accounting division.
Another MEMBER: And this means that we would have promptly
prepared and proper statistics of the Government's receipts and expenditures ?
Mr. CHASE: It would. The form of report of the United States
Government would be completely reorganized.
The MEMBER: And be promptly available?
Mr. CHASE: Well, they are promptly available now. We have a
statement issued by the Secretary of the Treasury every day. Some
features of it are right up to date,—yesterday's business; some of it
is nine months old.
The MEMBER: That is just it. Some of it is up to date and some
of it is too old to be of very much service.
Mr. CHASE: Yes, and there are very good reasons for it, and
those reasons have to be gotten around before you can change the
conditions. Ways have been discovered by which to get around many
of these features, and within a reasonable time we hope the Secretary
of the Treasury—the present Secretary of the Treasury—will take
action on these lines, and we will have much better reports than we
have had in the past.
A MEMBER: What is the meaning of these "recurrent" appropriations in Section I?
Mr. CHASE: That is the title that has been given by the committees of the various departments who met with the "Commission on
Efficiency and Economy" in determining what should be the proper
titles.
Another MEMBER: Where is that?
Mr. CHASE: That is in Section "I." The distinctions there, are
"current" appropriations and "recurrent" appropriations.
The title
"Current appropriations" explains itself.
It means appropriations
made every year for current purposes. "Recurrent appropriations"
are of four kinds. They are appropriations that, made once, do not
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have to be made again each year. They are either "definite," as stated,
which means a specific amount, or "indefinite," like interest payments,
concerning which general authority is given for paying all requirements in relation thereto.
The MEMBER: The same as there would be in municipal administration, for instance?
Mr. CHASE: Exactly so. And in the same way "Determinate" is
a technical title. "Revenue" appropriations are those pertaining to the
cost of collecting revenues, which have to go on from year to year.
The PRESIDING OFFICER: There is a distinction between "determinate" and "definite?"
Mr.

CHASE:

A MEMBER:

Yes.

What is it?

Mr. CHASE: One is a question of time and the other is a question
of amount.
The MEMBER: There is a good opportunity for scientific terminology to come in there.
Mr. CHASE: Yes. That has been one of the features that we
naturally had in hand, and these titles which have been finally determined have been thoroughly threshed over.

At the end of the discussion and of Congressman's Lobeck's remarks, Mr. Chase announced the conclusion of the exercises, except
the exercise of the digestive organs (!), saying that considerable
liquid refreshment remained, as well as a moderate supply of other
nourishment, and that the firm would be gratified to have it utilized.
The meeting then resolved itself into a Committee of the Whole,
and, a temporary chairman having arisen, he announced a motion for
a "standing vote of thanks" by all present to Mr. Chase and his associates for a "delightfully social and very instructive meeting," with
the wish expressed that ways might be discovered whereby many
repetitions of this meeting might be had through the medium of a
club, or other association, perhaps the "Accountants' Club of Washington."
A unanimous approval having been announced in favor of the
vote of thanks, the audience adjourned to the adjoining rooms to
undertake the final exercise suggested in Mr. Chase's closing remarks.
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THE EXPENDITURE

SIDE OF THE NATIONAL BUDGET

COMMENTS ON THE TABLE

The totals of the "Estimates" for the current year, ending
June 30, 1914, excluding the Panama Canal, the postal
service, and the sinking-fund, were
$732,556,023
The totals of the "Appropriations" for the same period,
with the same exclusions, were
730,451,116
The totals of the "Estimates" for the coming year, beginning July 1, 1914, and ending June 30, 1915, with the
same exclusions, are
714,684,675
The estimates for 1915 are shown thus to be less than for 1914,
with the same exclusions. It is interesting to note where these reductions occurred. It will be seen in the table that "Legislative, executive, and judicial" for 1915 are higher than for 1914, viz:—$39,585,000
against $36,515,000, round figures. "Military Establishment" is nearly
ten millions higher in 1915. Naval Establishment is five millions less
in 1915. Pensions are sixteen millions less. "Public Works" are
nearly seventeen millions less, omitting Panama Canal. "Miscellaneous" are three and a half millions more, mainly in "Commerce" and
in "Labor" departments. "Permanent annuals" are nearly four millions more, omitting sinking fund.
It is interesting further to note the comparisons between Estimates for 1914 (the first column) and Appropriations for 1914 (the
second column). Thus, estimates for the Senate were $1,844,000,
while appropriations for the same period were $1,901,000, round figures. For the House the estimates were $4,975,000, while the appropriations were $5,138,000. In nearly all other items the appropriations
are less than the estimates, although "Foreign Intercourse" is larger
by a hundred thousand and "Military Establishment" by over two
millions. "Pensions" were ten millions larger in appropriations over
estimates for 1914; "Public Works" were much reduced; "Indians"
were larger; Naval was reduced; "Postal Service" (payable from
postal revenues) was increased also, but did not affect the totals
quoted above. "Sinking-fund" is omitted also, as it is merely a "bookkeeping" item and has no actuality in fact. "Panama Canal" appropriations were nine millions less than the first estimates for this year.
The grand total of ordinary appropriations, omitting Panama Canal,
postal service, and sinking-fund, were two millions less than the first
estimates. Including the three omitted items, the grand total was
nearly seven millions less.
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THE TABLE
The "Estimates" and the "Appropriations" for the Fiscal Year
ending June 30, 1914, and the "Estimates" for 1914-15:
LEGISLATIVE, EXECUTIVE, AND
JUDICIAL BILL—
Legisative:
of

Estimates
for 1914
P e r "Book
Estimates
1914."

Appropriations
for
1914
P e r "Digest
of Appropriations
1914."

Estimates
for 1915
P e r "Book
of Estimates
1915."

Senate
House
Congressional Library, etc. .

$1,844,461
4,974,945
672,779

$1,900,742
5,138,208
631,285

$1,857,787
4,956,985
718,559

Total "legislative" . . .

$7,492,185

$7,670,235

$7,533,331

Executive:
Executive proper
$536,990
$508,723
State Dept
355,620
354,180
Treasury Dept
11,254,912
11,604,742
State, War and Navy Bld'g .
162,500
161,320
War Dept
1,983,998
1,949,648
Navy Dept
951,250
875,365
Interior Dept
5,903,840
5,545,550
Post Office Dept
2,014,510
1,913,350
Commerce and
3,881.010
3,130,675
Labor Dept
3,881,010
390,470
Justice Dept
553,830
553,630
Territorial Governments . .
128,750
195,410

$599,980
354,060
12,597,497
285,020
1,944,718
862,390
5,761,766
1,850,000
4,943,810
790,010
612,880
207,138

Total "executive" . . . .

$27,727,210

$27,183,063

$30,809,269

$1,295,560

$1,254,358

$1,242,110

Total, legislative, executive and judicial . . . $36,514,955

$36,107,656

$39,584,710

$17,987,226

$19,061,332

$3,965,393

$4,096,729

$4,447,043

. . . $96,409,550

$98,856,597

$105,937,544

Naval Establishment, excluding public works . . . . $144,937,314

$137,699,670

$139,831,954

$11,303,317

$13,100,316

$10,208,865

Pensions, Army and Navy . . $185,220,000

$195,400,279

$169,150,000

Judicial:
Courts, etc

AGRICULTURAL BILL—

Department

of Agriculture

. $18,287,230

DIPLOMATIC AND CONSULAR BILL, ETC.—

Foreign Intercourse
ARMY BILL—

Military Establishment*
NAVAL BILL—

INDIAN BILL—

Indian Affairs
PENSION BILL—
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Estimates
for 1914
Per "Book
AND HARBORS B I L L ; E T C . — of Estimates
1914."

SUNDRY CIVIL B I L L ;
CATIONS

BILL;

FORTIFIRIVERS

Public Works:
Legislative: Botanic Garden,
Gov't Print,
Etc
Lincoln Memr'l.
Executive:
Treasury, public
buildings, etc.
War. Fortifications, etc..
Panama Canal. . .
Rivers and harbors
Navy. Navy yards, etc. .
Naval magazines,
etc
Marine barracks,
etc
Other
Interior. Enlarging Capitol grounds,
etc
Other
Commerce
Labor. Immigrant stat'ns
Justice. Penitent'r's, etc..

Appropriations
for 1914
Per "Digest
of Appropriations
1914."

Estimates
for 1915
Per "Book
of Estimates
1915."

$6,000

$126,000
300,000

$7,000
600,000

9,207,700
11,537,760
30,174,432
56,766,992
4,102,800

13,762,152
7,202,072
21,146,824
51,120,047
2,982,111

8,431,344
13,044,174
26,326,985
41,483,895
3,300,500

1,264,500
317,000

696,000
141,000

$1,210,000
75,000

63,500
1,091,059
1,781,100
768,000
473,500

3,573,584
578,854
95,000
204,000

63,000
432,995
1,910,500
812,200

Total public works . . . $118,396,488
Less Panama Canal
30,174,432

$102,720,689
21,146,824

$97,917,593
26,326,985

$88,222,056

$81,573,865

$71,590,608

$12,874,298

$11,597,803

$14,491,614

$5,793,798

$5,789,525
78,315
33,093
28,111,511
729,288
1,810,000
6,518,839
170,687
5,295,918
' 7,100,933
2,776,076
8,788,125

$6,340,683

842,145

DISTRICT OF COLUMBIA BILL, E T C .

General expenses and improvements, parks, and water .
SUNDRY CIVIL B I L L ; Misc., E T C .

Miscellaneous:
Public printing, etc
Other legislative
Executive, proper
Treasury
Smithsonian, etc
Interstate Commerce Com. . .
W a r Dept
Navy Dept
Interior Dept
Commerce and . . . . . . .
Labor Dept
Justice
General Supply Com
Total Miscel. and D. C. .

283,800
27,411,258
843,500
1,710,000
6,236,371
6,898,949
10,440,155
8,327,947
35,470
$80,855,545
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†
$78,800,113

32,500
28,472,206
821,850
1,695,000
6,160,719
5,789,213
8,461,960
3,161,280
8,666,187
§ 300,000
$84,393,213

Estimates
for 1914
Per "Book
of Estimates
1914."

PERMANENT ANNUALS—

Executive:
State Dept
Treasury, refunds, etc
Interest on debt .
Territorial Gov'ts
Smithsonian Inst
District of Columbia . . .
War Dept
Navy Dept
Interior
Agriculture
Commerce and Labor . . .
Judicial:
Salaries retired judges, etc.

Appropriations
for 1914
Per "Digest
of Appropriations
1914."

Estimates
for 1915
Per "Book
of Estimates
1915."

$171,000
10,955,000
22,860,000

.

$171,000
10,955,000
22,860,000
28,000
56,695
755,600
8,145,600
1,886,569
16,142,500
5,689,200
3,000

56,695
755,600
8,145,600
1,886,569
16,142,500
5,689,200
3,000

$171,000
9,326,000
22,900,000
53,000
57,630
854,700
9,317,600
1,881,477
19,767,500
5,999,200
3,000

.

147,500

147,500

147,500

Total Permanent Annuals
(excluding sinking f'd)

$66,840,664

$66,812,664

$70,479,407

$732,556,023

$730,451,116

$714,684,675

30,174,432

21,146,824

26,326,985

60,685,000

60,685,000

60,717,000

$823,415,455

$812,282,940

$801,728,660

281,791,508

286,319,125

306,953,117

.

.

†

GRAND TOTAL, EXCEPT PANAMA
CANAL, POSTAL SERVICE AND

SINKING-FUND
Panama Canal, estimate . . .
Sinking Fund (merely a bookkeeping item)

Postal Service payable from
postal revenues|| . . . .

$1,105,206,963 $1,098,602,065 $1,108,681,777
*Excluding fortifications and Academy buildings.
†Included in "legislative, executive and judicial."
‡Proving grounds, etc.
§Industrial Relations and Board of Mediation.
||Including "postal savings," $150,000. (Estimates, 1914.)
Total for Appropriations, 1914, includes sundry small appropriations for
postal service, $16,001.
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